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“~, SUMMARY AND OVERVIEW 


1983 marked a turnaround in the four year long decline in real output 
which El Salvador experienced from 1979-1982. By almost any measure, 
and given the myriad of pressures posed by the continuation of the 
guerrilla war, El Salvador's economy demonstrated remarkable stability 
in 1983. The fiscal deficit dropped by almost 15 percent, the overall 
money supply (Mj) grew by a moderate rate of about 10 percent between 
December 1982 and December 1983, and the trade balance improved as 
exports grew by about five percent and imports dropped by 1.5 percent. 
Inflation in 1983, as measured by the estimated increase in the consumer 
price index, was about nine percent, one of the best figures in all of 
Latin America. El Salvador continued to pay its foreign obligations 
punctually. Service on the foreign public sector, non-Central Bank debt 
in 1983 was $60.5 million or about eight percent of exports. 


Despite the relative economic stability achieved in 1983, fundamental 
problems remain to be resolved. While zero real growth represents a 
relative improvement for El Salvador given the 25 percent real drop in 
output since 1979, it obviously also indicates the economy is still 
depressed. Population growth remains at an estimated 2.9 percent per 
year, and stagnant economic growth means a continuation in the real 
decline in per capita income and an exacerbation of the socio-political 
\ pressures which contributed to. the outbreak of violence in the 1970s. 
Key sectors, particularly agriculture, show few signs of an early 
recovery. Total real output in the agricultural sector dropped by more 
than two percent in 1983 compared to 1982, due to the effects of bad 
weather, violence in the countryside, the adjustment process occasioned 
by the agrarian reform, declining world prices for El Salvador's major 
agricultural exports and an overvalued exchange rate that penalizes 
the export sector and contributed to a sharp contraction in export 
earnings. 


International assistance has played a critical role in maintaining stabil- 
ity in the Salvadoran economy. In fiscal year 1983, total U.S. economic 
assistance was approximately $262 million, including $140 million in 
Economic Support Funds, $62.4 million in development assistance, and $60 
million in PL-480 food aid. Other major donors during 1983 included the 
Inter-American Development Bank, the International Monetary Fund, the 
United Nations, and the World Bank. El Salvador was designated a bene- 
ficiary of the Caribbean Basin Initiative (CBI) in December of 1983. 

A number of Salvadoran firms are exploring new investments designed to 
take advantage of the twelve year, one-way free trade zone offered under 
the CBI. 


The outlook for the near and medium terms depends heavily on the 
Salvadoran private sector's level of confidence in El Salvador's political 
and economic future. 1983 witnessed the first real increase--even if 
slight (.3 percent) in gross private capital formation--in four years. 

The dynamic, domestic private sector has always been the engine of growth 
in El Salvador and will probably remain the growth catalyst in the future. 
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The Salvadoran private sector has adopted a tentative positive posture 
while awaiting concrete indications of the new government's political 
and economic policies. The next six months will be critical in deter- 
mining the longer term investment plans of private businesses. One 
positive action was the passage by the National Assembly on June 28 of 
a Law to Reactivate the Tourist Industry. Although the provision of 
tax incentives to local hotels and restaurants only helps a small part 


of the private sector, the positive signal it sends is encouraging to 
all businessmen. 


MACRO ECONOMIC POLICY 


Production and Output: 

For the first time in four years, El Salvador's real output did not 
decline. The real change in GDP was zero, while nominal GDP increased 
by 9.1 percent. This better performance is a function of improvements 
or at least greater stability in a number of areas. Foreign exchange 
availability improved as a result of an increase in exports and timely 
disbursement of about $262 million dollars in U.S. economic assistance, 
including $120 million in balance of payments support. The Inter- 
American Development Bank (IDB) contributed significantly to foreign 
exchange stability by providing large amounts of assistance directed 
mainly toward net exporters. Business confidence also improved, even 
if slightly, as indicated in the first real increase in private fixed 
Capital formation in four years. (We note that again, this improvement 
is relative--the real increase was only .3 percent which could be within 
the range of statistical error. However, given the cumulative real 
declines of over 50 percent over the past four years, even a .3 percent 
increase is a good sign.) Prudent and responsive macro policies helped 
as well, and gave El Salvador one of the most stable price levels in 
Latin America. Sectors experiencing real increases in output in 1983 
include transport, storage, and communications, mining, construction, 
home ownership, and finance. Of the principal sectors of the economy, 
only agriculture experienced a real decline (by 2.7 percent), which is 
particularly troublesome to policymakers because of the sector's key 
role in the economy as a whole. Agriculture accounts for over twenty 
percent of total output and about fifty percent of employment. Although 
no reliable labor statistics are available, by all accounts the drop in 
agricultural employment has been notable, and has contributed to socio- 
political problems in the countryside. 


FISCAL POLICY 


Despite heavy pressures to increase spending for both social and security 
programs, the GOES has been remarkably successful in maintaining fiscal 
discipline in its ministries and autonomous agencies. In 1983, current 
receipts increased by 10.7 percent while operating expenses increased by Rs 
less than two percent. After the National Assembly failed to approve 

an increase in the stamp tax until mid-1983, GOES revenue projections 
dropped and planned capital expenditures were 18 percent less than first 
projected. Since the bulk of current expenditures (about 75 percent) are 
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ie, programmed for salaries, the GOES cannot cut these outlays without 
causing a serious employment problem. The continual reduction over the 
past few years in planned capital outlays will ultimately affect the 
quality of El Salvador's economic infrastructure--its roads, bridges, 
electricity system, etc., and reduce the economy's producing capability. 
The overall deficit in 1983 was less than the 1982 gap by almost 15 
percent. But the deficit remained significant at about 6 percent of 
current GDP. In 1984, the nominal deficit is expected to increase by 
about nine percent. However, this outlook could change due to successful 
pressure by public employees for wage and benefit increases, which had 


been held to ten percent per year by the Wage Price Freeze Decree (Decree 
544) which expired in December 1983. 


Thus, while disciplined fiscal policies over the past few years have 
contributed to relatively stable price levels, the GOES faces the 
increasingly difficult task of holding down salary increases, and post- 
poning capital expenditures to make much needed replacement and repair 
of the country's infrastructure. 


MONETARY POLICY 


In 1983, the Salvadoran Government continued to follow a conservative 
monetary program. An IMF Stand-By Agreement, which was in effect until 

) July 1983,helped provide incentives for greater Central Bank (BCR) control 
over credit expansion. A drop of about 15 percent in the Central 
Government budget deficit means less BCR financing was necessary in 


1983 compared to 1982 which helped to keep internal credit expansion under 
control. 


Preliminary BCR estimates indicate that M, declined by 2.6 percent by 
the end of 1983 compared to 1982, while Mj rose by 10 percent. The Con- 
sumer Price Index probably increased by 8-9 percent, although reliable 
final figures are not yet available. Quasi money (particularly time 
deposits) rose sharply while the volume of currency in circulation and 
demand deposits contracted by one percent and four percent respectively. 
Probable causes for the sharp increase in time.deposits and the decline 
in M, include high officially administered interest rates which encouraged 
the growth of savings but discouraged fixed capital investment. The 
foreign sector--particularly continued low export levels compared to 
historical standards--also had a contractionary effect on the money 
supply and on the economy in general. 


OUTPUT IN KEY SECTORS 


Agriculture: 

Real agricultural output in 1983 dropped by 2.7 percent over 1982 reflect- 
. ing serious problems in the agricultural sector during the 1982-83 crop 

year. ‘Bad weather, including a summer drought followed by heavy rains 

and flooding in September 1982 resulted in serious losses in most basic 

grains. Cotton production in 1982-83 was 3.5 percent lower than in 

1981-82, reflecting a seven percent drop in acreage. Apart from the 
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1982 weather disaster, other problems during the 1982-83 crop year 
included security problems in key growing areas, particularly in the 
north and in the zone east of the Rio Lempa, credit and input shortages, 
depressed prices for key commodity exports, an overvalued exchange rate, 
and the need to adjust to changed land tenure patterns occasioned by 
the Agrarian Reform. 


1984 agricultural output results should improve, reflecting an improve- 
ment in the 1983-84 harvest. Although final figures are not yet available, 
most recent estimates indicate that the production of all basic grains 
(except sorghum) and sugar increased in 1983-84 compared to 1982-83. 

Coffee production declined and cotton output will likely show a substan- 
tial drop. 


In December 1983, the Constituent Assembly finally decided the fate of 
Phase II of the land reform. Articles 104-106 of the Constitution set 
the maximum amount of land which can be owned by one person at 245 
hectares and gives owners three years to sell land owned in excess of 
this limit. The Constitution states that such lands must be sold to 
small farmers, campesinos, and farmer cooperatives and cannot be sold to 
relatives. The resolution of Phase II of the land reform, which had been 
pending for more than three years, should improve the agricultural 
investment climate significantly. 


Manufacturing: 

In 1983 (for the tirst time since 1978), the manufacturing sector 
registered a real increase in output (.7 percent). This small but never- 
theless significant increase came in spite of the continuation of a series 
of negative conditions which had led to a 30 percent drop in real output 
between 1979-1982, including depressed internal and Central American 
demand, and the difficulty in obtaining foreign exchange for the purchase 
of key inputs and raw materials. The manufacturing sector in 1983 also 
benefited from the first real increase in private fixed capital formation 
Since 1978, reflecting improved business confidence. Credit to the 
manufacturing sector also increased from approximately $106 million in 
December 1982 to $128 million in December 1983. Major credit uses 
included working capital, raw materials, and spare parts for machinery 
and equipment. In 1983, the Central Bank administered a new line of 
credit financed by the IDB for the import of raw materials and other 
inputs for net exporters, many of whom are in the industrial sector. 


The Salvadoran manufacturing sector is dominated by four major specialties: 
food processing, tobacco, bottling, and textiles, which comprise about 

70 percent of total output. In 1983, of the four major activities, 

textile and tobacco industries increased their output substantially. 
Chemicals and furniture, which are less significant in economic terms, 
declined by about 50 percent in terms of output. 





“ Construction: 


Although the construction industry remains quite depressed compared to 
pre-1979 levels, compared to 1982 real output increased by 4.3 percent, 
with private sector construction leading the increase. Since 1981, 

the GOES has put special emphasis on the construction of medium and low 
income housing by providing financing and other incentives to builders 
and buyers. Approximately 15,000 new low and middle income units were 
completed in 1983 with a total investment of ¢250 million (or just under 
$7,000 per unit). Low and middle income units account for approximately 
50 percent of total output of the construction sector. Another 40 per- 
cent of output consists of work on infrastructure projects including 
roads, waterways, and delivery systems and electricity. Total employ- 


ment in the construction industry increased significantly in 1983 over 
1982. 


One major factor which continues to hamper a wider recovery in the con- 
struction sector is very high real interest rates on most loans, including 
mortgages. During 1983, most mortgage loan rates were between 14.5 

and 15 percent, compared to a rate of inflation (measured by the Consumer 
Price Index) of around nine percent. Many construction companies face 
serious debt repayment problems because of depressed sales and high 
interest rates since 1979. Even though the market seems to have recovered 


. some, at least for low and middle income housing, the accumulated debt 


)burden of the past few years has prevented many companies from taking 
advantage of the better market. 


Services: 


The services sector in 1983 experienced real growth of .5 percent com- 
pared to 1982. Commerce, the principal component of the services sector, 
declined by one percent, reflecting in part the drop in imports which 
resulted from continuing foreign exchange supply problems. However, 
credit to the commercial sector from the domestic banking system grew 

by almost 25 percent in nominal terms frem colones 504 million outstand- 
ing at the end of December 1982 to colones 629 million outstanding in 
December 1983. Personal services, another principal component of the 
services sector, also declined (by one percent) in 1983. 


Transportation, electricity, and communications--despite the fact that 
they continued to be key targets for guerrilla sabotage--increased in 
real terms by 2.5 percent due in part to the Armed Forces' improved 
capability of defending key installations and guaranteeing output. For 
example, in 1982, key parts of eastern El Salvador lacked electricity 
approximately two-thirds of the year. By all accounts, the situation 
improved considerably in 1983. The increase in electricity output also 
reflects the opening of the new San Lorenzo Dam in the fall of 1983. 


The output of the finance, banking, and insurance sectors also increased 
in real terms in 1983 compared to 1982, particularly on the deposit side, 
reflecting the high real interest rates allowed on most accounts. 





Fisheries: 

Total fish production (including shellfish) dropped slightly (.5 percent 
in real terms) in 1983 compared to 1982, partially due to the merger of 
the two principal shellfish packers and exporters. 


Despite the slight decline recorded in fisheries output in 1983, the 
industry as a whole is becoming increasingly important to the Salvadoran 
economy, and offers significant investment potential even in the short: 
term. Both the GOES and the private sector are devoting more attention 
to expanding the catch to new (or relatively new) species, such as tuna, 
and to developing aquaculture as a viable industry. The UN Development 
Program is currently funding a project designed to improve the output 

of small fishermen who fish for such species as sea bass and red snapper. 


Several portions of the tuna port project at La Union are now operating, 
including a dry dock facility and a floating dock and processing bays 
for small fishermen. The GOES hopes its two tuna boats (of 550 net tons 
each) will resume operations late in 1984. 


THE BALANCE OF PAYMENTS IN 1983 


El Salvador's trade balance improved in 1983, as exports increased by 
about 5.3 percent and imports dropped by 1.5 percent. The principal 
source of increased export earnings was sugar, which increased in value 
from $15.9 million in 1982 to $40.7 million in 1983. In 1983, the 
deficit on current account dropped to $-203.6 million from $-263.6 
Million in 1982. Apart from the drop in the trade deficit, a principal 
factor behind the reduction in the deficit on current account was the 
increase in private transfers, which includes remittances from Salvadorans 
working abroad. (Recorded private transfers increased from $57.6 million 
in 1982 to $70.4 million in 1983.) The capital account surplus in 1983 
increased from $146.4 million in 1982 to $169.4 million in 1983, due to 
a doubling of non-compensatory inflows from private foreign banks. 
Despite continuing problems with its image in key international circles, 
El Salvador has an excellent repayment record on its foreign debts. 

In 1983, debt service on the foreign loans to the public sector (not 
including the Central Bank) was $60.5 million or about eight percent of 
exports. El Salvador ended 1983 with an overall balance of payments 
deficit of $34.2 million, and a reduction of arrears in international 
payments (mainly to exporters) of $28.3 million. This gap was financed 
by compensatory inflows consisting of U.S. balance of payments support 
(ESF), PL-480 shipments, CCC guaranteed-credits, the balance of a 
standby agreement with the IMF, and an import financing loan from the 
Inter-American Development Bank. 


U.S.-SALVADORAN TRADE . 


\ 
~N 


Salvadoran imports from the United States were up sharply (29 percent) in 
1983 despite the decline in overall imports compared to 1982. The U.S.. 
share of the total import market in 1983 increased from 27 percent to 

35 percent. Salvadoran imports of intermediate and capital goods from 
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-—~ the U.S. increased by about 14 percent (from $204 million to $231.9 
million) while imports of consumer goods were up even more sharply 
from $34.3 million to $75.5 million, an increase of 55 percent. Best 
prospects for U.S. exports over. the short to medium term include 
telecommunications, road and bridge repair, and agricultural equipment. 


The major Salvadoran exports to the U.S. are sugar, coffee, meat, and 
handicraft items. In 1983, total Salvadoran exports to the U.S. amounted 
to $273.5 million compared to $241.5 million in 1982. The following 
table provides a breakdown of the major Salvadoran exports to the U.S. 
(1983 data is preliminary). The "Other" category includes, among 

other things, handicrafts, exports of which are steadily increasing. 


EL SALVADOR'S EXPORTS TO THE UNITED STATES 
($ US Million) (Estimatedy 


Product 1982 
Green Coffee 194.7 
Instant Coffee «i 


Yarn, Fabrics af 


. Sugar 15.9 


Shellfish 


Meat 


Other 


TOTAL 





Th h f j 
Confused about Export The Export Administration Regulations, & 
a ‘ . “ comprehensive guide to the rules control- 
Licensing Requirements‘ aes Se 
requirements: 


When is an export license necessary? 
When is it not necessary? 
How do | obtain an export license? 
What policies are followed in consider- 
ing license applications? 
How do | know when the policies 
change? 
Are there restrictions on exports to cer- 
tain countries? 
Are restrictive trade practices and boy- 
cotts prohibited? 
Do | need a license to ship technical 
data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your sub- 
scription to the Export Administration Reg- 
ulations. 


SUBSCRIPTION RATES 


In the United States $ 95.00 
To foreign countries $118.75 


All Bulletins sent first class to both 


foreign and domestic addresses. Air- 
mail service not available. 


ORDER FORM To: 


Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Credit Card Orders Only 


Enclosed is $______ D0 check, Bes 
rune alien, er ahamen tate er Total charges $____ Fill in the boxes below. 


Deposit Account No. Credit 


ee gedve, COCCI TTT 


Expiration Date 
Month/Year Bae 


Order No. ree 


Please send me set(s) of the U.S. Department of Commerce Export Administration Regulations For Office Use Only 
and supplementary Export Administration Bulletins for the publication period beginning October 1, 1983 
. Quantity Charges 


Name—First, Last Enclosed 


Pe | i To be mailed 
ompany name or additional address line 


Subscriptions 
Postage 
treet address Foreign handling 


ity State ZIP Code 


(or Country) 


dud teh el 


PLEASE PRINT OR TYPE 




















‘ 
‘ 
: iN s 
t: 4 
fer 
By ‘ 
a ‘ 
\ : pease ; 
. . 
f a 
, er ; ~~ 
p aeica 











